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SRI LANKA - KEY ECONOMIC INDICATORS 


Unless otherwise indicated, all July 18, 1980, exchange rate: 
values in millions of rupees uS $1.00 = Rs.16.07 


and represent period averages Average exchange rates per US $1.00 


1979 - Rs.15.27 


1980 - Rs.15.89 Jan - April 


1978 1979 %Change Estimate 
1980 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 40,098 48,885 59,915 
GNP at Constant (1970) Prices 17,319 18,389 19,310 
Per Capita GNP, Current Prices 2,827 3,378 ‘ 4,050 
Gross Fixed Capital Formation 8,521 13,246 . 17,965 
Value of Manufacturing 8,289 10,418 s 10,701 
Minimum Wage Indices: (1952=100) 

Agriculture 451 579 

Industry and Commerce 371 433 
Labor Force (million) a/ 5.7 5a 
Avg. Unemployment Rate (%) a/ 15.3 15.0 


MONEY AND PRICES 
Money Supply (M1) (Dec.31) 5,936 7,669 
Interest Rates: (%) 
Central Bank Discount Initial 10 10 
Penal -- 15-25 
Commercial Bank Loans 
Maximum 21 21 
Minimum 10 10 
Cost of Living Index (1952=100) 227.8 25203 
Wholesale Price Index (1974=100) 156.7 171.6 


BALANCE OF PAYMENTS AND TRADE ($ mln) b/ 
Gross External Assets (Dec.31 82 
External Public Debt (Dec.31) 940 
- Debt Service Ratio (%) c/ 15 
Balance of payments d/ 120 
Balance of Trade - 95 - 
Export, FOB 846 18 
U.S. Share 59 73 
Imports, CIF 941 57 
U.S. Share wl 10 
Main imports from U.S. (1979): Wheat and wheat flour 30; cotton 12; 
urea 8; insecticides 3. 
a/Estimated 
b/Converted from rupees at appropriate exchange rates. 
c/ External debt service payments as a percentage of exports of goods 
and services. 
d/ Basic balance (Current Account Balance + Net Long Term Capital). 


Sources: Central Bank of Ceylon Annual Reports and Monthly Bulletins 





SUMMARY 


Sri Lanka continued its program of economic reforms begun 

in 1977, taking important further steps in 1979 and early 
1980 to free the private sector from the weight of unnecessary 
government regulation, to reduce general consumer subsidies 
to make additional resources available for investment, and 

to provide incentives to increase production for domestic 
consumption and for export. Progress was made in major 
development programs with external, public loans and grants 
received with net disbursement totaling about $300 million in 
1979 as compared with about $214 million in the previous year. 
Factories came into production and began exporting from the 
new Free Trade Zone as representatives from foreign firms 
came in growing numbers to explore opportunities for 
manufacturing operations in Sri Lanka. National output 
increased at a slightly lower rate than in 1978 as the 
agricultural sector, which looms large in the Sri Lankan 
economy, performed below expectations, and some of the slack 
is now out of the economy, especially in manufacturing and 
construction. Real economic growth in 1980 is expected to be 
about 5 percent. The rate of inflation picked up in mid-1979 
and is receiving continuing attention by the Central Bank, 
which has taken steps to increase interest rates. Imports 
increased with the growth of the economy and higher petroleum 
prices. With the trade deficit widening, as expected in the 
early phase of a development effort, the basic balance of 
payments slipped over into deficit. 


For American exporters, Sri Lanka offers a growing market. 
Major development programs now coming on stream and the 
Government's import liberalization measures greatly enhance 
opportunities for the sale of U.S. products. Government 
policies encouraging production for export and providing 
incentives for foreign investment, especially in the Free 
Trade Zone, offer attractive opportunities for American 
investors. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Background 


Considerable progress in social development has been made 

since independence in 1948. Successive Sri Lankan governments 
pursued generous social welfare policies, diverting a large 
share of available resources to free education and medical care, 
free and subsidized food, and subsidized energy and trans- 
portation service. The literacy rate has risen to 85 percent 
and life expectancy to 67 years, the infant mortality 

rate has been reduced and population growth slowed. The poor 
were given a greater share of real income (the bottom 40 percent 





.of the population received 15 percent of national income in 
1973). The living standard for the average person in 

Sri Lanka is significantly better than in most of the 
neighboring countries of South Asia. 


Economic growth during the period did not match progress 

made in improving distribution of income. National product 
increased at an average annual rate of 4.4 percent during 

the 1960s and 3 percent during 1970-77. Social programs 
stimulated consumption at the expense of domestic savings and 
investment. Nationalizations and the creation of state 
corporations expanded the public sector, diminishing investment 
in the relatively more efficient private sector. While 
foreign capital was officially welcomed, it was deterred 

by uncertainty over further nationalization. The economic 
situation was aggravated by a general stagnation of world 
Prices for Sri Lanka's major export products of tea, rubber, 
and coconut, and the rapid increase in petroleum prices since 
1973. Efforts to increase the production of food and 
agricultural exports were hampered by frequent droughts, 
declining commodity prices, a rising effective tax burden on 
the export sector and low producer returns. Trade policies 
discriminated against exports and encouraged import 
substitiution. Overall economic policy generally was 
oriented toward keeping consumer prices low, in the process 
sacrificing adequate incentive for producers. Growth of 

the economy slowed; unemployment increased to over 20 

percent of the labor force. 


THE NEW GOVERNMENT'S PROGRAM 


The new Government that came to power in mid-1977 launched 

a far-reaching program to reform the economy and to 
accelerate economic growth. It has taken steps to free the 
economy from excessive controls, to provide enterprise with 
incentives to produce, to reduce consumer subsidies, and to 
increase production. The measures include: unification and 
floating of the exchange rate, removal of exchange controls 
on imports, liberalization of import licensing, elimination 
of government import monopolies, lifting of most price 
controls, guaranteed prices for certain agriculture 
commodities, reduction of consumer subsidies -- including 
old standbys: rice, sugar, flour, and petroleum products, 
increased interest rates to promote savings, and encouragement 
of foreign and domestic investment. 


The Government is concentrating on three lead programs to 

meet its medium-term development goals and to provide 

sources of quick employment: (1) acceleration of the 

Mahaweli Ganga irrigation/resettlement/hydroelectric scheme 

(2) an urban renewal and housing program, and (3) establishment 
of a Free Trade Zone north of Colombo. Of the three, the 
Mahaweli project is by far the largest and most ambitious. 

As originally conceived, a series of dams would be built on 
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the Mahaweli River and its tributaries over a 30-year 
period. Work under the original plan progressed slowly; 

the new Government decided to accelerate implementation. 
Donor countries and international lending agencies have 
pledged assistance amounting to well over $800 million, 

but rising costs and need for additional domestic and 
foreign resources may require the Government to go a bit 
slower than it would like. In early 1980, the Government was 
engaged in an exercise to identify realistically how much of 
the program could be completed in the 1980-84 time frame. 
Implementation of remaining programs would be stretched out 
over a longer period. 


The Government has moved vigorously to undertake construc- 
tion of 100,000 houses by 1984 under the urban renewal and 
housing programs. A new parliamentary building and two 
administrative buildings are to be built at a 600-acre 

site known as Kotte just outside Colombo. Several markets 
and commercial-use buildings have been started in Colombo. 


The first Free Trade Zone, or Export Processing Zone (EPZ), 
was set by the Greater Colombo Economic Commission on a 
500-acre tract located just outside the internationl 

airport located about 18 miles north of Colombo. By the 

end of 1979, formal agreements had been signed for 41 
projects, some 14 factories were in production and exporting, 
and an additional 10 under construction. 


ECONOMIC GROWTH 


Gross national product (GNP) at current prices in 1979 is 
provisionally estimated by the Central Bank at Rs. 48,885 
million ($3.2 billion), or 22 percent higher than in 

1978. In real terms, GNP rose 6.2 percent, slightly less 
than in 1978 but well above average growth over the past 

20 years and in line with anticipated average annual growth 
of 6 percent during 1978 to 1983. 


AGRICULTURE 


Food: Agriculture, which accounts for about 25 percent 

of GNP, -recorded a modest 2 percent growth after an impressive 
5.4 percent increase in 1978. Paddy production increased 

to 92 million bushels, slightly over the 1978 record level, 

as drought conditions held the Yala crop to 25 million 
bushels. The 1979 record Maha crop of 67 million bushels 

was 8 percent higher than the previous season crop. The 
Ministry of Agricultural Development and Research is hopeful 
that the 1980 paddy crop will pass 100 million bushels, despite 
the impact of irregular South West monsoon rains on the 

Yala crop (September harvest) again this year. 





Subsidized fertilizer and the phaseout of subsidies for 
wheat flour were helpful to the farmer in offsetting 
declining margins in the face of rising costs. Sri 
Lanka produces about 85 percent of its rice requirement 
and about 60 percent of its total consumption of food 
grains. In 1979, the country imported 212,000 tons of 
rice, 466,000 tons of wheat flour, 112,000 tons of wheat, 
and 245,000 tons of sugar. 


The production of coconuts, which constitute a major 

item in the doméstic diet as well as being a major 

export crop, increased by 8 percent to 2,393 million 

nuts. Despite gains in each of the past 2 years, 

current production is less than that achieved in the 

early 1970s. Producers have not been able to take full 
advantage of higher world prices because of the Government's 
dependence on the coconut export tax for 3 percent of its 
revenue, and its desire to keep domestic price low because 
of the important role of coconut in the average Sri Lankan 
diet. Output of subsidiary food crops continued to lag 
under the impact of liberalized food imports, continuing 
subsidy of wheat flour (until February 1980), and government 
buffer stock programs to assure adequate domestic supply 

of certain foodstuffs. Floor prices were introduced in 
November for eight minor food crops in what may be the 
beginning of a promising new program to stimulate greater 
domestic food production. 


The food ration system was ended in September 1979 after 
nearly 40 years, when it was replaced by a food stamp 
program for the poorer one-half of the population. Under 
the scheme, participants choose from a basket of food 
commodities. General subsidies for wheat flour and sugar 
were completely ended in February and May 1980 respectively. 
The phasing out of free and subsidized food for the entire 
population is a major accomplishment that will make greater 
savings available for development programs and permit 
prices that will give more incentive. to domestic food 
production. Gross food subsidies fell from about 22 percent 
of the Government's current expenditure in 1978 to about 17 
percent in 1979. 


PLANTATION SECTOR 


Land reform measures taken in 1972 and 1975 limit private 
ownership of agricultural lands to 50 acres (25 acres in 

the case of paddy). The Government controls 63 percent 

of all tea landholdings, 32 percent of rubber acreage 

and 10 percent of coconut producing areas. 

The plantation crops -- tea, rubber, and coconuts -- in 1979 
contributed about 60 percent of total export earnings 

and 40 percent of total tax revenue. They employ about 
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40 percent of the paid labor force in the nongovernment 
sector and together account for about one-half of the 
country's cultivated acreage (4.2 million acres). 


Production of each of the three tree crops showed a 
generally rising trend through the first half of the 
1960s, but tea and coconut production started declining in 
the late 1960s. Principal causes for the decline were 
uncertainties that followed the government announcement in 
1958 of the intention to nationalize foreign-owned tea and 
rubber estates, heavy export taxes (about 50 percent of 
total export receipts from these crops in 1979), low 
producer marigins, inadequate replanting and use of 
fertilizer, and frequent organizational changes that 

cause management inefficiencies. 


As the country's principal foreign exchange earner and 
single most important contributor to government revenue, 

the tea industry is of critical importance. After reaching 
peak production of 227 million kilos in 1956, tea output 

has been in more or less continuous decline, registering 

206 million kilos in 1979. A decline in tea prices in 

1978 and 1979 (8 percent fall in average export f.o.b. price) 
in the face of increasing costs caused producers to operate 
at a loss in 1979. The two large public sector corporations 
producing 80 percent of total tea output managed to increase 
their production in 1979 by 12 percent despite the squeeze 
on their profits and liquidity. The Government in 1979 
increased replanting subsidies and lowered export taxes -- 
the specific export duty in July and the ad valorem tax in 
November. At the end of the year, producer margins were 
reported as improved, permitting a surplus from which to 
make needed investments. Some voices were heard urging 
further easing of export tax and streamlining of subsidies 
to permit greater management flexibility. Tea production in 
the first 6 months of 1980 was down, largely because of 
first quarter drought. A longer-term problem is a growing 
shortage of estate labor as Indian Tamil workers are 
repatriated back to India. 


Natural rubber production greatly expanded in the 1960s and 
then leveled off in the 1970s. Output in 1979 was about 

156 million kilos, about the same as in 1978; but higher 

prices resulted in greater foreign exchange earnings and better 
returns to producers. Weather conditions were favorable 
throughout the year and increased use of fertilizer offset 
damage from the high rate of tappings in 1978. Replanting 
subsidies were increased twice during the year, but replanting 
continues to be a problem for the small landholder producing the 
greater share of output. There is a loss of income on taking 
trees out of production, and the small producer has limited 
access to credit. Old trees must be replaced; they become 
zompletely uneconomic after 30 to 35 years. While replanting 
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and fertilizer applications are still below targets and a drop 

in price occurred in early 1980, the long-term outlook for natural 
rubber is believed to be good as higher oil prices drive up the 
cost of synthetic rubber. 


Coconut production increased 8 percent in 1979 to 2,393 
million nuts, but it was still below the 1972 peak level of 
2,818 million nuts. As in 1978 when production increased 

21 percent over the previous year, the increase can be 
attributed to good weather, increased use of fertilizer, 

and higher prices providing improved producer margins. 

Export taxes were reduced twice during the year to 

improve producer margins, but desiccated coconut, coconut oil, 
and copra are subject to heavy export duties, and the export 
of coconut oil and copra are controlled. Export policies 

that sometimes are in conflict seek to assure adequate 
domestic supplies of coconuts and coconut products that are 
an important part of the national diet and to maximize foreign 
exchange earnings and government revenues from export of 
coconut products. 


The production of minor export crops is believed to have 
increased on the whole about 10 percent. Production of 
cinnamon, cloves, cardamom, coffee, and mace increased 
sharply while cocoa, pepper, and nutmeg declined. Export 
duties on minor export crops, which had been scaled down 
in 1978, were abolished in 1979 for all but cinnamon for 
which demand is believed to be inelastic. 


INDUSTRIAL AND MINERAL PRODUCTION 


Industry: Industrial ouput expanded about 4 percent in 

real terms, following unprecedented growth in 1978. Pioneer 
import substitution industries were faced with the task 

of modernizing obsolete equipment now more than 15 years 

old and some small-scale industries faced the challenge 

of adjusting to competition from imports. Public sector 
textile mills reported a 4 percent drop in output and 

output of the petroleum refinery declined 6 percent after it 
closed down temporarily for expansion and modernization. 
Major areas of growth were in food, beverages and tobacco, 
basic metal products, textiles and garments, nonmetallic 
mineral products, and wood products. While free imports 
created problems for some of the more inefficient 
industries, the Government took steps to move away from 
import substitution toward export-oriented development. The 
Greater Colombo Economic Commission and the Foreign 
Investment Advisory Committee both were very active during 
the year, the former in promoting investment in industry 

in the Free Trade Zone and the latter in attracting 
investment in industry outside the zone. 


MINERALS: 


Gem production is of increasing economic importance. Data 





indicating gem exports of $31 million in 1979 are 
believed to understate greatly actual value. Production 
of graphite declined 10 percent; production of mineral 
sands, ilmenite and rutile, increased 68 and 28 percent, 
respectively. The Government in 1979 invited foreign 
firms to apply for concessions to explore for petroleum 
offshore Sri Lanka under production sharing arrangements. 
Cities Services Corporation signed an agreement with the 
Ceylon Petroleum Corporation in July 1980 to explore 

for petroleum off the Northwest Coast of Sri Lanka where 
Russian technicians and Marathon Petroleum Corporation 
had drilled exploratory wells in 1974-76 without confirming 
the existence of petroleum. Several other American 
petroleum companies are negotiating exploration 
concessions with options for production sharing. 


PRICE, WAGES, AND EMPLOYMENT 


The rate of inflation accelerated in 1979 mainly as the 
result of a rise in the price of imports, removal of 
subsidies from selected consumer items, a 29 percent 
increase in money supply, higher prices for construction 
materials and higher wages for skilled workers. 
Inflationary pressures continued through the first 
semester 1980 at the same year end underlying rate 
estimated at about 20 percent, after discounting special 
temporary factors such as petroleum price increase and 
elimination of subsidized consumer prices. The generally 
available indices do not provide adequate measures of 
inflation in Sri Lanka. The consumer price index showed 
a 15 percent increase for the year, the wholesale price 
index showed 16 percent and the implicit price index 
(GNP deflator) also showed 15 percent. The lower income 
half of the population were blanketed into a food stamp 
scheme to supplement their income after 40 years of 
subsidies and rationing of essential items was almost 
completely ended. A consumer protection law was enacted 
in early 1979, making prices of several essential consumer 
items subject to review by a national prices commission. 


Real wages of agricultural workers and skilled workmen are 
believed to have increased in 1979; those of government 
workers and white collar workers in commerce and industry 
are believed to have made little if any gain. Salaries 

of government workers were increased 10 percent in January 
1979 and a further increase of Rs. 55 per month was given 
in September. Government salaries were made tax exempt 
beginning in 1979 to make Government service more attractive. 
Minimum wages of workers covered by wage boards were 
increased in line with government salaries. Indices for 
workers in agriculture, industry and commerce are for 
minimum wages and do not include overtime, bonuses and 
other incentive payments. Indices for government employees 
are based on minimum salaries and wages payable on 
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representative scales. Estimates based on the Central 
Bank Consumer Finance Survey indicate that unemployment 
declined from.1 million, or 24 percent of the labor 
force, in 1973 to 874,000, or 15.3 percent of the labor 
force, in 1978. Preliminary data indicate a further decline 
in 1979 to 858,000, or 14.8 percent of a work force of 
about 5.8 million. Unemployment-in the rural secotr 

(15 percent) continues to be lower than in the urban 
sector (21 percent). The unemployment rate is higher 
among females than males and is concentrated in the 
19-25 years age group. The number of Sri Lankans taking 
employment in Middle Eastern countries increased during 
the year. The total at the end of 1979 was estimated at 
about 40,000. 


FISCAL PERFORMANCE 


The Government's share of GNP declined from 49 percent to 

44 percent, 26 percent for recurrent expenditures and 

18 percent for capital expenditures. Recurrent expenditures 
as a percentage of GNP declined 7 percentage points from 
1978 whereas capital expenditure were unchanged. Government 
revenue rose by 9 percent compared with an increase of 

33 percent in nominal GNP so that the ratio of revenue to 
GNP decreased from 30 to 25 percent. The budget deficit of 
Rs. 8,791 million in 1979 equal to about 17 percent of GNP 
(nearly total capital expenditure) was financed about 52 
percent from domestic savings and 48 percent from foreign 
loans and grants. 


REVENUES 


Taxes on production and expenditure provided 77 percent of 
total revenues and corporate and personal income tax, 

10 percent. The foreign sector, included under production 
and expenditures, provided 53 percent of revenue -- with 
import duties furnishing 18 percent and export taxes 35 
percent. Receipts from import duties rose sharply (55 
percent) over the 1978 level, largely due to a substantial 
increase in imports. Receipts from exports declined 
slightly as taxes on tea exports fell 18 percent as the 
Government lowered the tax in the face of rising tea 
production costs and falling prices. Receipts from tax 

on rubber and coconut products increased 24 percent and 

60 percent respectively, the former largely because of 
higher prices and the latter because of larger quantity 
exported. 


EXPENDITURES 


The reduction in recurrent expenditures as a percentage 
of GNP was achieved mainly by reduction of transfers to 
public corporations and moderation (less than nominal 
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growth of GNP) in transfer subsidy payments to households. 
Termination of the food ration system in September 1979 
and substitution of a food and kerosene stamp program 

for low income families (less than Rs.300 per month) was 
a major step in bringing subsidy transfer payments to 
households under control. A large part of capital 
expenditures was for the large-scale infrastructure- 
oriented Mahaweli irrigation/power/resettlement program 
and the urban development program that together accounted 
for about 30 percent of the total. 


PUBLIC DEBT 
The public debt increased 15 percent over 1978 to 


Rs.35,475 million. Domestic borrowing was 55 percent 
of total debt. 


MONETARY DEVELOPMENTS 


Money supply increased 29 percent during 1979 as compared 
with 11 percent in 1978. Main factors contributing to the 
increase were growth in external banking assets, 
commercial bank credit to the private sector, and public 
sector borrowing from the Central Bank. A buildup of 

time and savings deposits, mainly with the National 
Savings Bank, exerted a contractionary influence. 

External banking assets increased, although less than in 
1978 as inflows of loans and grants more than offset the 
balance-of-payments current account deficit. Credit to 
the private sector rose by 42 percent as a result of 
further strong expansion of economic activity. Commercial 
bank resources increased 35 percent through the growth of 
demand and time and savings deposits, especially the 
latter. Less credit was available to the rural sector 
through the banking system following poor repayment 
performance on loans made in previous years. In contrast 
with 1978 the government sector's operations with the 
banking system were expansionary, the combined outcome 

of a considerable increase in bank credit to the Government 
and a decrease in government deposits with the banking 
system. 


There were no fundamental changes in the level and 
structure of interest rates during 1979. The government 
securities rate remained unchanged at 10 percent, 
Treasury bill rate at 9 percent, commercial bank lending 
rates between 10 and 21 percent depending on security, 
National Savings Bank 18 months deposits at 18 percent, 
and Central Bank rate on advances to commercial banks 

at 10 percent. In September 1979 the Central Bank 
introduced a graduated scale of progressively increasing 
penal rates on commercial bank borrowing ranging between 
15 and 25 percent, to discourage commercial banks from 
excessive use of Central Bank credit. 
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The National Development Bank, jointly owned by the 
Government, Central Bank, and two government owned 
commercial banks, began operations in September 1979 to 
meet the needs of government corporations for development 
finance and to refinance loans to small and medium 
industry. It has authorized capital of Rs. 600 million. 


Approval was granted during the year for creation of 13 
foreign currency banking units (FCBU's) and 11 were 
established during the year. The main purpose is to 
develop offshore banking activities in Sri Lanka. FCBUs 
may accept foreign currency demand and time deposits from 
nonresidents, enterprises in the Free Trade Zone or 
residents with special approval. 


Ten foreign banks have received approval to open branches 
in Sri Lanka. Three opened branches in Colombo during 
1979: Indo-Suez Bank, Bank of Credit and Commerce 
International (overseas) Ltd and Citibank. Two 
additional American banks opened branches in the first 
half of 1980: American Express International Banking 
Corporation and Bank of America. An application from a 
fourth American bank, Chase Manhattan, has been approved 
by the Central Bank. As of June 1980, there were 18 
commercial banks operating in Sri Lanka. 


BALANCE OF PAYMENTS 


The balance of payments in 1979 was in overall surplus 
for the fourth consecutive year, although the $45 million 
surplus was less than the $81 million surplus in 1978. 
The trade deficit of $477 million was much higher than 

in the previous year as strong growth in the domestic 
economy and higher import prices, especially for petroleum, 
resulted in a 45 percent increase in expenditure for 
imports while export earnings increased only 15 percent. 
Net receipts from tourism increased to$67 million as 

the number of foreign tourists visiting Sri Lanka reached 
250,000. Overseas remittances from Sri Lankans working 
abroad, mainly in the Middle East, doubled to about 

$48 million. Receipts from official capital inflows, 
tourism, remittances and foreign investment more than 
covered the trade deficit. 


Imports of investment goods--especially transport 
equipment, machinery and intermediate goods, such as 
building materials, fabrics and petroleum (latter due to 
average 40 percent higher prices paid for crude}-rose more 
than imports of consumer goods. 


Earnings from the export of the three tree crops were 
nearly unchanged from 1978. Their share of total exports 
fell to 64 percent from 73 percent in 1978. The value of 
tea exports declined 13 percent to $366 million as the 
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quantity exported fell 3 percent and prices dropped 11 
percent. Buoyant prices resulted in increased receipts 
from rubber and coconuts as quantities exported declined. 
Receipts from the export of minor agricultural crops 
(cinnamon, cardamoms and cloves) increased, but the 
overall total is not large. 


Industrial exports increased as receipts from the export 
of petroleum products (including bunkers) about doubled, 
primarily because of higher world prices. Receipts from 
garment exports also about doubled. 


Receipts from official foreign inflows totaled $359 million, 
including $143 million in official transfers in the form of 
project and commodity grants and $186 million in long-term 
official loans. 


The International Fund provided $103 million in two equal 
installments in 1979 under the External Fund Facility 
arrangement approved in January 1979 that permits Sri 

Lanka to borrow up to about $335 million from 1979 to 1981. 

In addition, the Sri Lankan Government in June 1979 negotiated 
an 8-year $50 million Eurodollar loan at 7/8 of 1 percent 

per annum over the London Inter-Bank Offered rate (LIBOR). 

It has not yet drawn upon this loan. 


Gross external assets rose 30 percent to reach $625 million 
at the end of 1979, equal to about 3% months of estimated 
1980 emports. External debt rose 6 percent to $1.03 

billion at the end of 1979. Debt service at the end of 1979, 
including IMF transactions, was 13 percent of earnings from 
the export of goods and services. This was a drop from 15 
percent in 1978 because of an increase of grants as a 
percentage of concessional aid and a continuing shift in 

Sri Lanka's debt structure to longer-term, lower-interest 
aid loans. 


EXCHANGE RATE POLICY 

+ 
The exchange rate was unified in November 1977, and the 
rupee depreciated by an average of 46 percent to Rs. 16 = 
USSI 60. Permitted to float from that level, the 
exchange rate moved within a range of Rs. 16 and Rs. 
15.28 per U.S. dollar until the end of 1979. From November 16, 
1977 to the end of May 1980, the rupee had appreciated 0.3 
percent against the U.S. dollar while it depreciated by 
23.1 percent against the pound sterling, 21.2 percent against 
the Duetsche Mark, 819 percent against the Japanese yen, and 
10.1 percent against the IMF's SDR. 





OUTLOOK FOR 1980 


Real economic growth is expected to slow to 5 percent 

as policymakers confront some difficult problems while 
liberalization measures taken since 1977 work themselves 
through the economy. Major development programs are 
certain to move ahead, but difficulties in mobilizing 
domestic and external resources to achieve ambitious 
targets may require some adjustments and stretching out 
of programs. World recession will make it more difficult 
to obtain desired amounts of additional concessional 
external assistance and also will tend to slow growth in 
exports. External inflation will greatly add to the cost 
of imports of necessary capital and intermediate goods. 
Measures to contain domestic inflation running at a basic 
rate of about 20 percent and scarcities of skilled 
manpower, construction materials and other imports will 
tend to moderate growth. Plantation crops are likely to 
mark time as improvement in producer margins and 
government subsidy programs encourage replanting and 
other rationalization measures. Domestic production of 
rice and other food crops are likely to increase despite 
erratic rainfall. 


Export earnings are expected to increase moderately in 
1980 with the main growth in petroleum products and 
garments. Export earnings from tea are likely to be down 
from 1979 with price weakening and the first quarter 
drought affecting quantities available for export. 
Earnings from rubber exports also are likely to be off 
with some decline in production and weakening of overseas 
prices. Earnings from the export of coconut products 

are unlikely to increase as production feels the effects 
of drought and government policies protect supplies to 
the domestic market. 


Imports are expected to increase at a faster mate than 
exports again in 1980 as major development programs get 

more fully underway. A steady growth in aid flows and 
private foreign investment, as well as increased tourist 
earnings and remittances from Sri Lankans in the Middle 
East, should help to offset some of the expected increase 

in the trade deficit in 1980. Gross external debt is likely 
to increase to $1,250 million at the end of 1980. Most of 
the additional debt probably will continue to be long term 
so that the debt service ratio will continue at about 13 percent 
The overall balance of payments should move into deficit, 
bringing gross foreign reserves down perhaps to $500 million 
from $625 million at the end of 1979. 


Current indications are that things could be brighter in 
1981. When the IMF entered into an Extended Fund 
Facility arrangement with Sri Lanka for the 1979- 
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1981, it was anticipated that the revival of the Sri 

Lanka economy could be expected only over the medium term, 
i.e. after 1981-82, provided appropriate policies were 
adopted. The policy changes that were deemed necessary 
were politically difficult ones, in a country long 
accustomed to State-subsidized welfare. The Government 
has been quite successful in transferring resources from 
consumption to investment, but it has taken over 2 years 
on this task. Now that the creation of adequate producer 
incentives has been accepted as a main plank of government 
policy, it is likely that producer incentives will lead to 
a favorable production response from most sectors. So far, 
the Government has been encouraged by the response of the 
private sector to liberalization. Problems yet remain 
wherever controls yet remain; but these controls are being 
systematically eliminated. Thus, banning adverse external 
developments, the economy appears to be proceeding on a 
path that will lead to improved economic performance. 


IMPLICATIONS FOR THE UNITED STATES 


Trade: United States - Sri Lanka trade is expanding. In 
1979, imports from the United States amounted to $78 million, 
about 40 percent of which consisted of wheat and wheat 
flour most of which was sold under the PL 480 concessional 
sales program. While imports from the United States rose 
by 10 percent in 1979, the United States fell to seventh 
place among suppliers to Sri Lanka with a 5.3 percent 
share of the country's total imports. The U.S. share was 
down from 7.2 percent in 1978 and 8.6 percent in 1977. 
Exports to the United States totaled $102 million, 
consisting mostly of garments, tea, coconut, oil, rubber 
and lobster and shrimps. As exports to the United States 
increased 72 percent over the 1978 level, the United 
States moved into first place as a market for Sri Lanka 
exports with a 10.4 percent share of the country's total 
exports. Increasing levels of foreign aid and Sri Lanka's 
liberal import policy provide increasing opportunities 

for American exporters. There also will be greater 
opportunity to sell wheat under PL 480 as well as 
commercially as Sri Lanka shifts over to importation of 
wheat rather than wheat flour with the opening of the 
large "Prima" flour mill scheduled for September. 
Construction equipment and supplies, light machinery for 
industry, agricultural machinery, office equipment, 
phosphate fertilizers, insecticides, cotton, and pharmaceu- 
ticals offer good potential. While private imports now 
compete with government agencies, major imports are 

likely to continue to be made under government tenders. 
Information on tenders is available from the U.S. 
Department of Commerce and from the Sri Lanka Embassy in 
Washington D.C. With expansion of Sri Lanka as a market, an 
increasing number of American firms are finding it 
advantageous to appoint local agents in Colombo. 
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Investment: U.S. direct investment in Sri Lanka is presently 
estimated at approximately $6 million. Sri Lanka has 

hung out a welcome sign to foreign investors seeking to 
enlist their capital, technical and management know how, 
and knowledge of markets to expand production for export. 
In 1979 it sent investment promotion missions to a number 
of countries including the United. States. A similar number 
of investment groups have come to Sri Lanka from most of 
the developed countries, including in May 1980 a U.S. 
Government-sponsored investment mission led by the Overseas 
Private Investment Corporation. An increasing number of 
American company representatives came to Sri Lanka in 1979 
and the first half of 1980 to explore opportunities for 
establishing manufacturing facilities. 


Sri Lanka, through the Greater Colombo Economic Comission 
(GCEC), offers tax holidays and other concessions including 
up to 100 percent foreign ownership for new enterprises 
locating in the Free Trade Zone, 18 miles north of Colombo 
adjoining the Katunayake International Airport. By June 
1980, about 2 years after it was lauched, 23 firms already 
were manufacturing in the first 500-acre section as work 
moved forward on completion of infrastructure. Another 

20 factories are under construction. As costs have moved 
up in Korea, Hong Kong, Taiwan, and Sinagpore, Sri Lanka's 
economic policies and large supply of low-cost relatively 
well-educated labor make it increasingly attractive for 
labor-intensive industry to locate here. With the first 
phase, consisting primarily of garment manufacturing, 
completed, the GCEC is looking to electronics and other 
similar industries to provide additional employment, new 
skills, and perhaps production with greater added value. 
American firms interested in exploring joint ventures for 
export with Sri Lankan firms outside the Free Trade Zone 
are enttitled to similar but generally lower benefits 
under a program administered by the Foreign Investment 
Advisory Committee (FIAC). The FIAC, which became fully 
active in 1979, approved 113 projects with a total 
investment of $135 million during the year. More information 
about the Free Trade Zone may be obtained from the Greater 
Colombo Economic Commission, 14 Sir Baron Jayatillake 
Mawatha, Colombo 1, Sri Lanka. Information about 
opportunities and benefits outside the Free Trade Zone may 
be obtained from the Foreign Investment Advisory Committee. 
Ministry of Finance and Planning, P.O. Box 1689, Colombo. 
The three American banks located in Colombo -- American 
Express International Banking Corporation, 11 York Street, 
Colombo 1; Bank of America, 324 Galle Road, Colombo 3 and 
Citibank, Iceland Building, Galle Road, Colombo 3 -- also 
may be able to provide information. 
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